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By AUGUSTUS F. MACK, JR. 
President, Los Angeles Bar Association 


The thought for this month’s column 
has been voiced to me by many lawyers. 
It might be called “On Better Use of 
the King’s English.” 

\Vords are the lawyer's tool. Correct 
assembly and sequence are the lawyer's 
craft. “Clear,” “concise” and “readily 
understood” should ever be the trade- 
mark of the Bench and Bar. 

i NES 04 One facet of the subject seems to in- 

vite more attention than the others. It 
is the frequent failure of Courts to deliver clear, concise, and 
readily understood opinions. When a lawyer turns judge, the 
consensus is that such office denotes one learned in the law, 
one who can express himself simply but elegantly in deciding 
the case. 

Writing an opinion in an intricate law suit is admittedly 
difficult. The goal, however, is always the same—to so well 
state the pertinent facts, the applicable law and reasoning, and 
the decision, that there can be no doubt about which way the 
court went and how it got there. This is not too great a task 
to ask of one skilled in the law, but oft times the shore of de- 
cision is lost in the whitecaps of wordy uncertainty and jargon 
lying between. 
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Sometimes courts overlook the fact that law is for people; 
that litigation is expensive; that the outcome is needed in con- 
crete terms applicable to each case. In an appellate decision, 
for example, the court may say ‘Judgment reversed” or “The 
judgment is reversed for further proceedings consistent with 
this opinion.” Wouldn't it be simpler for the litigants, who 
spent a lot of time and money going that far, if the court took 
a little more time and spelled out precisely and unmistakably 
the further proceedings intended? Needless wrangles, loss of 
time, and added expense would be obviated. 

What applies to the courts likewise applies to lawyers. One 
precedes the other. Clear thinking, clear expression, clear briefs 
of the advocate tremendously assist the court ; absence thereof 
unnecessarily burdens a busy judiciary. 

‘I like the story of the discerning judge who was hearing a 
collection case. The defendant, in one last burst of emphasis, 
turned to the court and said, “As God is my judge, I don’t 
owe the plaintiff a cent.”” Said the court, “He’s not, I am, you 
do.” Somewhat too laconic, I'll agree—but isn’t it clear, con- 
cise, and readily understood? 





~ 


Los Angeles Bar Association 


815 Security Building 


510 South Spring Street 
Los Angeles 13 MAdison 6-8261 


OFFICERS 


AUGUSTUS F. MACK, JR., President 
E. AVERY CRARY, Senior Vice 


GRANT B. COOPER, Secretary 








FRANK C. WELLER, Treasurer 
J. LOUIS ELKINS, Executive Secretary 
TRUSTEES 
Hulen C. Callaway A. Stevens Halsted, Jr. Henry Melby 
Samuel J. Crawford Joseph K. Horton John C. Morrow 
Walter Ely Paul E. iverson Raymond R. Roberts 
Stanley N. Gieis Charles A. Loring Elber H. Til 
Richard H. Wolford 
1957 BULLETIN COMMITTEE 
Lester E. Olson, Editor and Chairman 
A. Stevens Halsted, Jr., Board Member 
Orville A. Armstrong Robert G. Johnson Richard E. Tuttle 
Joseph M. Girard Frank E. Loy William W. Waters 
George Harnagel, Jr. Cc. G. Stratton Joseph L. Wyat#, Jr. 


Harry L. Hupp 


BULLETIN BUSINESS OFFICE 
241 East Fourth Street, Los Angeles 13 
MAdison 6-9171 














Issue Editor—Joseph M. Girard 














June, 1957 227 


The California Corporate 
Securities Law and the “Close” 
Corporation 


By HERBERT A. SMITH* 


Over 2 billion 870 million dollars in securities were offered in 
California during 1956 pursuant to permits issued by the Commis- 
sioner of Corporations under the provisions of the Corporate 
Securities Law. These securities were authorized in 16,495 permits. 
Possiby as high as 80% of the permits issued were of the so-called 
“close” type, that is, situations in which the proposed purchasers of 
the securities are known and are named in the application for permit 
filed with the Commissioner. A “close” permit is the type of permit 
most frequently sought by the general practitioner. 


The Corporate Securities Law requires that a permit be ob- 
tained by a “company” prior to selling any “security” of its own 
issue or offering for sale, negotiating for the sale of, or taking 
subscriptions for any such security. (Corporations Code Section 
25500.) The word “company” is broadly defined in the law to 
include individuals, trustees, partnerships of every kind, syndicates, 
associations, joint stock companies as well as domestic and foreign 
corporations. However, the corporate form is most usually adopted 
for business enterprise and that is the form in which we are inter- 
ested in this consideration of the law. 


The law provides that if the Commissioner finds that the plan 
of business of an applicant and the proposed issuance of securities 
are fair, just and equitable; that the applicant proposes to fairly 
and honestly transact business; and that the securities it proposes 
to issue and the method to be used in disposing of them will not 
work a fraud on the purchaser, he shall issue a permit authorizing 
the sale and issue of the securities in this state in such amounts, and 
for such considerations, and upon such terms and conditions as he 


_ *Assistant_Commissioner, Division of Corporations, State of California; Stanford 
University, A.B.; University of California, Hastings College of Law, LL.B.; presently 
in charge of the Los Angeles Office, Division of Corporations. 
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may provide in the permit. (Corporations Code Section 25507.) 
Under these provisions the Commissioner must consider each appli- 
cation on its own merit and reach a conclusion based on all of the 
circumstances of the particular matter. He may find that an unusual 
share structure based upon the desires of proposed purchasers of 
securities, for tax or other reasons, would be fair and equitable as 
related to the parties, but would be unfair or inequitable if the 
securities were to be offered and sold generally to the public. In 
considering an application for a permit to sell securities on a “‘close” 
basis, therefore, the Commissioner must not only determine that the 
issue is fair and equitable to the named proposed purchasers, but 
must also recognize the possibility of a resale of such securities to 
the public without further review. The strongest impact of the 
Corporate Securities Law is on the original sale and issue of 
securities rather than upon trading in outstanding securities on the 
secondary market. The Commissioner is authorized in connection 
with the original issue of securities to impose conditions not only 
for the protection of original purchasers but also for the public on 
the secondary market. These protections include the deposit in 
escrow of securities, the impoundment of the proceeds from the 
sale of securities, limitations on the expense of sale, waivers of the 
right by the holders of securities issued for intangible considerations 
to participate in the distribution of assets or dividends, and other 
conditions necessary or advisable for the protection of the public 
and the purchasers of securities. (Corporations Code Section 
25508.) The Corporate Securities Law as stated in the case of 
Hayden Plan Company v. Friedlander, 97 Cal. App. 12 (1929), is 
to protect “the general public not only against fraudulent or unlaw- 
ful stock schemes or enterprises but likewise to give to the State 
authority to regulate and control the class and character of securi- 
ties or investments that might be offered to the public for purchase.” 


Even an application for a “close” permit must be carefully 
examined by the Commissioner because of the distinct possibility 
that the real intention is a public distribution of securities through 
the stratagem of naming the first purchasers. The class and char- 
acter of the securities to be issued must be such that they could be 
freely offered to the public or it would seem that the Commissioner 
should impose a condition restricting the free resale of the securities 


for the protection of the public. An application for a “close” permit 
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should be full and complete and contain information upon which 
the Commissioner can predicate a finding that the offering of the 
securities would be fair and equitable to the named, proposed 
purchasers. Standard information in each application filed by a 
domestic corporation should be: 

1. The date and state of incorporation. 

2. The principal purpose of the corporation and a detailed state- 
ment of its plan of business. 

3. The location of its principal office. 

4. The full names and residence addresses of its officers and 
directors. A description of the officers such as sex, height, date and 
place of birth is very helpful in distinguishing an officer from a 
person with a similar name who might have a criminal record or 
bad business reputation. 

5. A biographical business history of the officers. 

6. The number, kind, and amount of, and the price or other 
consideration to be received by the corporation for the securities 
proposed to be issued. 

7. The names and relationship of the proposed purchasers of 
securities to the corporation or its officers. 

8. The purpose for which the issue is to be made. If the cor- 
poration is a new enterprise a budget estimate showing in some 
detail the amount of capital necessary to establish and operate the 
enterprise until such time that it can reasonably be expected to be 
on a self-sustaining basis. 

9. An affirmative showing that at least the minimum amount of 
required capital will be raised before the corporation commences 
business. 

As exhibits to and as a part of an application by reference, there 
should be attached a conformed copy of the articles of incorporation 
and by-laws, a copy of the share certificate to be issued, and a copy 
of a resolution of the board of directors authorizing the filing of 
the application. If the articles were filed more than 12 months prior 
to the application, an allegation should be made that the corporation 
is in good standing in the office of the Secretary of State. If the 
issue of securities is to be made for consideration other than cash 
a copy of a resolution adopted pursuant to Corporations Code 
Section 1112 fixing in monetary terms the value of such consider- 
ation is essential not only for the information of the Commissioner 
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but for the protection of shareholders against creditors’ suits. See 
Bing Crosby Minute Maid Corp. v. Eaton, 46 A. C. 489 (1956). 
In addition, financial statements of any predecessor business to be 
acquired, preferably prepared by an independent public accountant 
are required. The application must be verified in the manner pro- 
vided in the Code of Civil Procedure for the verification of 
pleadings. 

Often counsel are concerned as to whether securities when 
authorized by the Commissioner will be required to be held in 
escrow. Actually the imposition of an escrow condition serves an 
extremely useful purpose. It permits the Commissioner to find that 
the issue of securities to certain named purchasers is fair and 
equitable and yet protect the public from securities that are defi- 
cient in equitable participation or voting rights, or subject to sub- 
stantial dilution in value or unfair restrictions on transfer, or 
watered or inflicted with some other substantial impairment. It 
permits the adoption of unusual rights, preferences, privileges or 
restrictions relating to securities patterned to fulfill the desires of 
the parties involved. The placing of securities with an escrow 
holder does not affect the rights of the security owners as far as 
voting, dividends, or preferences are concerned, but only requires 
that a proposed sale of the securities be subjected to the examina- 
tion of the Commissioner so that he can fulfill his duty to the 
public. Securities that are entirely proper in a “close” issue might 
be unfair and inequitable if sold to the public. 

In order to satisfy the Commissioner that an escrow of securities 
is not necessary in a proposed “close” issue to protect the public an 
attorney should consider any application that he presents as a 
request for a permit to sell securities to the public without restric- 
tion. Some suggestions concerning capital structure, restriction on 
securities and financing that would assist the Commissioner in 
reaching such a conclusion are: 

1. Provide a capital structure that is simple, preferably, one 
class of common. 

2. Provide a relatively high par or stated value—$10 to $100 per 
share if possible. Twenty-five thousand shares of a par value of $1 
per share are more susceptible of a public distribution than are 250 
shares of a par value of $100 per share. In a “close” corporation 
the proportionate shareholding is the important factor, not the 
number of shares outstanding. Fifty shares out of 100 outstanding 
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have the same relative position as 5000 shares out of 10,000 out- 
standing. 

3. Avoid requesting authority to issue shares of a par value in 
excess of the conservative tangible assets that are to be received 
by the corporation. 

4. Demonstrate that the corporation will have sufficient capital 
assets before it commences business to carry on until it is self sup- 
porting. 


5. Avoid requesting authority to issue options representing the 
right to buy in excess of 10% of the outstanding shares of the cor- 
poration. 


6. Avoid unusual or unfair restrictions on the right to sell or 
transfer securities. If you are impelled to place a restriction on the 
sale or transfer of securities base the restriction on a right of first 
refusal at the best price which has been offered the shareholder by 
a bona fide prospective purchaser and limit the right to not more 
than 30 days. 


If the imposition of an escrow condition cannot be avoided an 
application may be expedited by containing a nomination of an 
escrow holder and a consent of the nominee to act. 


If securities have been required to be held in escrow a consent 
to transfer ordinarily may be obtained by the filing of a letter signed 
by a proposed transferor stating the name of the proposed trans- 
feree, the number of shares to be transferred, the certificate from 
which the transfer is to be made, and that the sale is for the benefit 
of the transferor and not for the direct or indirect benefit of the 
issurer and a letter signed by the transferee stating that he will 
take the securities subject to the terms of the escrow, that he knows 
the reason for the escrow of the securities, and that he desires to 
purchase. A filing fee of $2.50 is provided for such an application. 

The imposition of an escrow condition in a permit authorizing 
the issuance of securities by a corporation is often the result of a 
failure to fully acquaint the Commissioner with all facts relevant 
to the enterprise. An attorney in the preparation of an application 
for a permit should consider himself in the position of the Com- 
missioner and with knowledge of the findings required under the 
law endeavor to supply the information which he would consider 
necessary should he be called upon to determine that the securities 
to be offered for sale are fair, just and equitable. 
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There are some situations in which ordinary 
banking facilities are not enough...situations 
which require insight, imagination... 
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In all such matters...whether they involve 
estate planning, a complicated escrow, or 

an investment portfolio...Union Bank’s Money 
Engineering specialists are uniquely qualified 
to serve your every banking requirement. 


All Union Bank officers are available, under 
one roof...willing and able to tailor banking 
to meet the specific needs of your clients. 


Call us...let us demonstrate what Union Bank’s 
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Los Angeles 


Bar Association 


Committees Announced 


Augustus F. Mack, Jr., President, and the Board of Trustees 
of the Los Angeles Bar Association announce the appointment 
of the following committees for the ensuing year: 

Special Committee on Adoptions 


“... to study the role of the attorney in independent adop- 


tions, to consider ethical problems in connection with the 


handling of adoption cases, in the light of opinions of the 


Attorney-General, and to consider revision of the adoption laws 


generally ...” 


Ralph W. Hoffman, 
Chairman 
Paul E. Iverson, 
Board Member 
Merrill K. Albert 
Ernest B. Boerner 
E. Talbot Callister 
James H. Denison 
A. Thomas Grazer 


Committee 


*.. to act as arbritrators . 


Hampton Hutton 
Godfrey Isaac 


James E. Ludlam 
Kenneth I. Persion 
A. H. Risse 

John S. Welch 
Louis Most 


on Arbitration 


.. between attorneys, or between 


client and attorney, relative to (a) professional conduct, (b) 
breach of the code of ethics, (c) the amount, division or pay- 


ment of fees...” 
James C. Greene, 
Chairman 
Harold F. Birnbaum, 
Vice Chairman 
Joseph K. Horton, 
Board Member 
William H. Brawner 
Chaplin E. Collins 
Ames Crawford 
Henry E. Kappler 


Joseph P. Kelly, Jr. 
Hallam Matthews 
Albert Pearlson 
Clayton B. Thomas 
Glendon L. Tremaine 


John A. White 
Géorge M. Wiener 
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Bulletin Committee 


“... to supervise the publication of a bulletin... (and) to 
direct the editorial and managerial policies of such bulletin . . .” 





Lester E. Olson, Chairman Robert G. Johnson 
A. Stevens Halsted, Jr., Frank E. Loy 
Board Member 

Orville A. Armstrong C. G. Stratton 

Joseph M. Girard Richard E. Tuttle 

George Harnagel, Jr. William W. Waters 

Harry L. Hupp Joseph L. Wyatt, Jr. 

Committee on Civil Service Examinations 

“. .. to assist the Los Angeles County Civil Service Com- 

mission in... examining candidates for ... Deputy District 


Attorney...” 


James O. Warner, Chairman Hon. J. F. Moroney 


Julian von Kalinowski, Robert A. Neeb, Jr. 

Vice Chairman 
Elber H. Tilson, Hon. Lloyd S. Nix 

Board Member 
Thomas S. Bunn, Jr. Max M. Solomon 
William P. Camusi Raymond G. Stanbury 
William J. Connors Hon. Albert E. Wheatcroft 
C. Clair Dillavou Lauren M. Wright 


A. V. Falcone 
Committee on Constitutional Rights 


“... to consider matters of constitutional rights, to report 
to the Board of Trustees thereon, and recommend what action, 
if any, the Association should take . . .” 


Wm. Howard Nicholas, Thomas H. Greenwald 
Chairman 
W. Alan Thody, Paul Palmer 
Vice Chairman 
Paul E. Iverson, Kenneth O. Rhodes 
Board Member 
Charles E. Beardsley Austin C. Smith, Jr. | 
John E. Bergener Francis M. Wheat 
James R. Elliott C. Robert Wilmsen 
Walter C. Foster Harry P. Amstutz 


Committee on Continuing Education of the Bar 

‘... cooperates with the State Bar of California in securing 

speakers for lectures which are given by the State Bar in 
Southern California on various fields of law .. .” 





bo 
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George B. T. Sturr 
Lewis C. Teegarden 


: Leslie C. Tupper, Chairman 
Joseph K. Horton, 
Board Member 


Stanley A. Barker Harold S. Voegelin 


Committee on Corporations 
. to investigate difficulties and other objectionable fea- 
tures in the form or operations of the laws of this State per- 
taining to corporations...” 
Van C. Niven, Chairman 
James M. Irvine, Jr., 
Vice Chairman 
R. Bradbury Clark, Secretary James E. Dunlap 
Hugh W. Darling, Robert H. Edwards, Jr. 
Board Member 
George B. Gose 
Julian Isen 
J. Stanley Mullin 


Arthur W. Schmutz 
Rufus Bailey 


Glendon L. Tremaine 
Arch R. Tuthill 
James E. Wallace 


Committee on Criminal Appeals 
To examine the record on appeal for error wherein appellant 
has been convicted of a crime, is without funds and is en- 
deavoring without the assistance of an attorney to present the 
matter to the Appellate Court. The Committee acts only when 


called upon by the Court. 
Blase A. Bonpane, Chairman 
William Bronsten, 
Vice Chairman 
Grant B. Cooper, 
Board Member 
Harold J. Ackerman 
Manuel J. Avila 
Virgil V. Becker 
Carl G. Cramoline 
Maynard D. Davis 
Albert S. Friedlander 
Arthur N. Greenberg 
Thomas H. Greenwald 


David Hoffman 
Kenneth L. Knapp 


Frederick W. Mahl, Jr. 


Robert M. Maslow 
Al Matthews 
Frank Renzi, Jr. 
Joseph M. Rosen 
Albert Simon 
Fredric A. Spindell 
E. Logan Williams 
Thomas C. Yager 


Committee on Criminal Law and Procedure 


“ .. shall have charge and cognizance of all matters pertain- 
ing to the administration or amendment of the criminal law, 
both statutory and constitutional, substantive and adjec- 


, 


HIVE...” 
Robert A. Neeb, Jr., 
Chairman 


Kenneth E. Lynch, 
Vice Chairman 
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Grant B. Cooper, Robert M. Newell 
Board Member Caryl Warner 
Henry G. Bodkin, Jr. Jerome Weber 
William Bronsten Walter H. Young 
Joseph L. Carr Ernest J. Zack 


Bernard S. Jefferson 


Committee on Legal Ethics 
“... to take original action . . . in all matters tending to the 
elevation of the standard of professional honor and conduct 
. answer inquiries respecting questions of proper profes- 
sional conduct .. .” 


William C. Stein, Chairman William D. Campbell 


Charles R. Kavanaugh, George C. Hadley 
Vice Chairman 
Robert Hecht Leonard S. Janofsky 
Richard B. Hoegh Ronald C. Roeschlaub 
John C. Morrow, Herbert T. Silverberg 
Board Member 
Freeman R. Brant Albert Lee Stephens, Jr. 


Lionel T. Campbell 


Committee on Federal Rules and Practice 


“cc 


. studies proposed changes in federal rules and practice 
and makes recommendations thereon to the Board of Trustees 
and the Federal Court...” 





Albert Lee Stephens, Jr., Robert A. Sikes 
Chairman 

William S. Scully, J. E. Simpson 
Vice Chairman 

Hulen C. Callaway, Frederic H. Sturdy 
Board Member 

William W. Alsup Francis C. Whelan 

Dan T. Brennan L. Robert Wood 

C. Clair Dillavou Max F. Deutz 


James M. Irvine, Jr. 


Federal Courts Criminal Indigent Defense Committee 
To represent indigent defendants in Federal Courts in crimi- 
nal cases. 


Pat A. McCormick, Chairman Max Bamberger 





Grant B. Cooper, Richards D. Barger 
Board Member Edmund F. Barker 
Trent G. Anderson, Jr. Robert E. Benton 


Louis R. Baker Cameron W. Cecil 
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Michael F. Dillon, Jr. 
David Freeman 

Leo K. Gold 

George G. Gute 

A. Andrew Hauk 


Clifford A. Hemmerling 
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William H. Levit 
William B. Rodiger 
David G. Saunders 
George M. Treister 
William G. Tucker 
Cromwell Warner, Jr. 


Golf Committee 


This committee is composed of members of the Association 


who enjoy the game of golf. The committee’s activities are 


self-supporting. 


Louis Most, Chairman 
Stanley N. Gleis, 
3oard Member 
Stephen J. Grogan 
Malcom Harris 


Frank R. Johnston 
Clarence M. Heublein 
F. Murray Keslar 
Roger E. Kelly 
Walter S. Rountree 


Charles H. Older 


Committee on Hawaii Cruise 


This special committee was established for the purpose of 
enabling the Association to sponsor a group vacation cruise 
to Hawaii during the month of August, 1957. 


Arthur G. Bowman, Fulton Haight 
Chairman 
Joseph K. Horton, 
Board Member 
Wiley D. Bunn 
Daniel W. Gage 


Don Lake 


Glenn B. Martineau 


Committee on Insurance 


. considers plans of group insurance in which the Asso- 
ciation is interested and makes recommendations thereon to 


” 


the Board of Trustees... 


Lawrence D. Bradley, Jr., 
Chairman 

A. Parker Wraith, 
Vice Chairman 

E. Avery Crary, 
Board Member 

George W. Loring 


John M. Podlech 
Donald T. Rosenfeld 
George W. Tackabury 
Bruce Wallace 

Sherman S. Welpton, Jr. 
Robert E. Williams 
William H. Levit 
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11,000,000 HEIRS TO ONE WILL 


In 1896 Col. Griffith J. Griffith presented the rolling 

Los Feliz Hills to the city of Los Angeles for a park to 
bear his name, and under his Will created a trust for 

the park’s future development. Outstanding gift from this 
fund is the Griffith Park Observatory, constructed by 

this Bank as Trustee under Colonel Griffith’s Will. It has 
been visited by some 11 million persons since its | 
dedication in 1935. 


The Observatory’s opening came 32 years after the 
Security-First National Bank set up its Trust Department 
in 1903. In the half century since, more and more 
Southern Californians have come to Think First of 
Security-First for competent, experienced Trust service. 


ECURITY- FIRST 
ertemnre aaa |) NATIONAL BANK 


OF LOS ANGELES 








TRUST DEPARTMENT 
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Jinks Committee 


“ec 


... plans the program and show for the annual Christmas 


party...” 

Everett B. Clary, Chairman George R. Larwill 

Stanley N. Gleis, John W. Shenk, III 

Board Member 

James P. Brice George B. T. Sturr 

Ingall W. Bull, Jr. Carol G. Wynn 

Stephen J. Grogan Hon. Clyde C. Triplett 

Hon. Harold P. Huls Hon. Albert E. Wheatcroft 

Committee on the Judiciary 

“|. . to elevate the ... Judiciary in the opinion of the pub- 
lic... to urge and promote among all judges a strict observ- 
ance of the canons of Judicial Ethics . . . to consider and in- 
vestigate ... complaints .. . of improper conduct .. . of any 


” 


Judge or Court officer... 
Irving M. Walker, Chairman Dana Latham 


Frank B. Belcher Edward D. Lyman 
Harold A. Black William A. C. Roethke 
Col. Andrew J. Copp, Jr. Herman F. Selvin 
Herbert Freston Edward S. Shattuck 


Paul Fussell 


Committee on Juvenile Court 


‘ 


‘... to investigate, study and recommend in collaboration 
with the judges, ways and means of improving present meth- 
ods of administration in the several departments of the Juve- 
nile Court of Los Angeles County...” 

Francis M. Wheat, Chairman Hugh W. Lutz 

William F. Clements, Steven M. Martin 


Vice Chairman 
Henry Melby, Board Member 


Theodore A. Chester Norman L. Scheinman 
Phil H. Curry Mark Mullin 

John Leslie Goddard Milton L. Most 
Harold H. Krowech Prudence M. Thrift 
Roger Liljestrom, Jr. Wilbur E. Wilder 


George E. Lindelof, Jr. 


Committee on Malpractice 


a) 


. works in conjunction with a committee of the Los 
Angeles County Medical Association in maintaining a panel 
of physicians and surgeons who are willing to accept employ- 
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THE BOY WHO MARRIED THE PASHA’'S DAUGHTER 


A poor young man from the west side of Bagdad once had the good 
fortune to save a young lady from abduction by a formidable dragon. 

The young lady was very grateful. What is more, she immediately 
fell in love with her rescuer. 

“Not only do I love you,” said she, “but I am the only daughter of 
the local Pasha who owns everything for miles around. I shall see that 
daddy rewards you richly.” 

Even the Pasha was happy.“ First, please accept my daughter’s hand.” 

The young man did. 

“Now,” said the Pasha, “I give you four palaces, one for each 
season of the year. For income property: sixty-seven large ranches, 


seventeen apartment buildings in the city, and oil royalties in the 


neighborhood desert.” 

“Thank you, Pasha-in-law,” said the young man. 

“I told you daddy was loaded,” said his bride. 

“Aha,” said the formidable dragon who was lurking unseen out- 
side the window. “I'll be back in six months when this ex-poor young 
man has worried himself sick trying to manage 4 palaces, 67 ranches, 
17 apartments, and his oil royalties. He’ll be so weak I'll abduct them 


both.” And he did. 


MORAL: lack of experienced investment management has made 
nightmares out of quite a few success stories. Your propertied clients 
will appreciate the benefits of Bank of America Investment Management 
Service. Ask about it at any branch. 


BANK OF 
AME RICA 


NATIONAL TRUST AND SAVINGS ASSOCIATION 


MEMBER FEOERA. OEFOST INSURANCE CORPORATION 
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ment from Plaintiff’s attorneys in connection with malprac- 
tice claims. The list of physicians and surgeons is maintained 
in the office of the Los Angeles Bar Association and names of 
doctors on the panel may be secured by plaintiffs’ attorneys 
whether or not members of the Los Angeles Bar Associa- 
tion...” 


J. Marion Wright, Lionel T. Campbell 
Chairman Charles C. Montgomery, Jr. 
Richard L. Kirtland, Arch R. Tuthill. 
Vice Chairman Stuart B. Walzer 
Elber H. Tilson, Sherman S. Welpton, Jr. 


Board Member 


Committee on Membership 


. Shall pass upon all applications for membership in the 
Association ...” 


Robert M. Barton, Chairman _ Frank R. Johnston 


Augustus F. Mack, Jr., James H. Leeds 
Board Member Austin H. Peck, Jr. 
Clyde E. Holley Donald E. Ruppe 


Special Committee on Oil and Gas Law 


““ 


. .. have cognizance of all matters pertaining to the oil 
and gas law of this state, .. . to investigate defects or other 
features in the form of the laws in this state pertaining to oil 
and gas matters; to formulate and recommend to the Board of 
Trustees such statutes as may be necessary to accomplish the 
most efficient administration of matters pertaining to oil and 





Over 10 years experience as 
RECEIVER — REFEREE in Partition and Accounting Actions— 
COMMISSIONER in Foreclosure Actions 
Appointed by the Courts Upon Request of Counsel 
Prompt Co-operative Service 
REFERENCES FURNISHED UPON REQUEST 
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gas law, with particular reference to matters tending to clarify 
titles to real properties, or interests therein.” 


John L. Martin, Chairman Douglas C. Gregg 


Richard C. Bergen Mortiner A. Kline 
Paul E. Bermingham William H. Neal 
William J. De Martini Robert E. Paradise 
Martin N. Erck Edward A. Penprase 
Frederick T. Fuller R. F. Wade, Jr. 


William R. Gardner 


Committee on Pleading and Practice 


“... cognizance of... the amendment of the law relating to 
pleading or practice, other than criminal law. . .” 

John Whyte, Chairman Samuel L. Kurland 

Richard F. Alden, Wendell Mackay 

Vice Chairman Sidney A. Moss 

Walter Ely, Board Member Garvin F. Shallenberger 

John H. Gordon Sidney H. Wall 

Louis E. Kearney Frank B. Yoakun, Jr. 


Committee on Probate Law and Procedure 
“., . to consider all matters having to do with the laws of 
wills and probate thereof, the administration and distribution 
of the estates of decedents, the adjective law having to do with 
such subject, the practices of the Probate Courts of Los An- 
geles County and of the Probate Department of the County 
Clerk’s office...” 


John S. Frazer, Chairman Sylvester Hoffman 
William L. Baugh, A. R. Kimbrough 

Vice Chairman Arthur K. Marshall 
Paul Iverson, Board Member William S. McClanahan 
George I. Devor Lawrence L. Otis 
James H. Hastings Louis M. Welsh 


Program Committee 
‘“... shall have charge of the entertainment features of meet- 
ings of the Association .. .” 


Edward C. Freutel, Jr., Marcus Mattson 
Chairman Lawrence L. Otis 
Hugh W. Darling, Ira M. Price, II 
Board Member Bruce Renwick 
John T. Binkley Henry C. Rohr 
Blase A. Bonpane Wm. French Smith 
George M. Henzie Herbert F. Sturdy 


John W. Luhring 
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Es TAT E 
SPECIAL IS zs 


Many lawyers have found that a 
call to one of our estate special- 
ists sets in motion an efficient 
procedure that quickly brings 
under control the business prob- 
lems of estate settlement, collec- 
tions, or related matters. 


TRUST DEPARTMENT 


California Bank 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


OS Angeles 


HEAD OFFICE: 
629 South Spring St., Los Angeles 
MIchigan 0111 
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Committee on Psychopathic Court 

“... to study and investigate the provisions of law respect- 
ing the apprehension, custody, examination and trial of men- 
tally irresponsible persons and the rules of the court, practices 
and procedures currently followed in the Psychopathic Courts 
and offices in Los Angeles County in carrying out such pro- 
visions of law, to study in collaboration with the judges and 
psychopathic officials ways and means of improving the cur- 


rent methods of administering such laws...” 
Steadman G. Smith, Aaron Elmore 
Chairman Leslie L. Heap 
Martin J. Schnitzer, Norman Macbeth 
Vice Chairman Peter Rice 
Richard H. Wolford, William B. Rodiger 
Board Member Raymond Wallenstein 


Committee on Public Relations 


“to consider and make recommendations to the Board of 
Trustees on public relations generally and to effectuate recom- 
mendations after approval by the Board...” 
Robert M. Shafton, Donald K. Hall 
Chairman Deane F. Johnson 

Jack Most, Vice Chairman Leon Leonian 

Charles A. Loring, E. Wallace MacDiarmid, Jr. 
Board Member Louis N. Mantalica 

Richards D. Barger Bryan S. Moore 

William H. Brainerd Joseph D. Mullender, Jr. 

C. Clinton Clad Robert H. Powsner 

George M. Cox Floyd H. Schonk 

Helen L. Curren Lawrence E. Silverton 

Max F. Deutz Lawrence P. Watkin 


Leon L. Gordon 


Committee on Substantive Law 

“... to assume charge of all matters pertaining to the enact- 
ment of initial or amendment of substantive civil laws which 
do not come within the jurisdiction of any other committee... 


” 


Morris Pfaelzer, IT, Harry J. Keaton 
Chairman John A. Loomis 
Robert Kingsley, Robert C. Packard 
Vice Chairman Frank Simpson, ITI 
A. Stevens Halsted, Jr., David S. Smith 
Board Member Maynard J. Toll 
James F. Healey, Jr. Stuart B. Walzer 


Robert H. Ingram Bruce G. Warren 
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Committee on Taxation 


. to consider matters s involving i income, property, inheri- 


tance ee estate taxes . 


James H. Kindel, Jr., 
Chairman 
Martin H. Webster, 
Vice Chairman 
Louis Lee Abbott 
Dean S. Butler 
George F. Elmendorf 
John G. Gemmill 
Stafford R. Grady 
Maxwell E. (¢ 
Lawrence E. I[rell 
Charles L. Kopp 
Franklin K. Lane, III 
James H. Leeds 


ireenberg 


Arthur Manella 
Ralph H. Moore 
Conrad J. Moss 
Dan Olincy 
Francis H. O'Neill 
John O. Paulston 
Martin Perlberger 
William M. Poindexter 
MyrlI R. Scott 
Jacob Shearer 
Charles M. Walker 
Stuart B. Walzer 
James L. Wood 
David M. Zerner 


Committee on Legal Problems in Disaster 


. to study legal problems that may arise in time of dis- 


aster with a view to providing, in advance, appropriate legis- 


lation to eliminate distress and confusion and to assure the 


continuance of the administration of justice through the dis- 


aster period.” 


George R. Richter, Jr., 


Chairman 
Warren Beebe 
Max K. Jamison 


Walter F. Keen 

Frank L. Mallory 
Harry Rabwin 
Raymond G. Stanbury 
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MAdison 6-5511 
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TAX REMINDER 


TAX TIPS FOR THE REAL PROPERTY TRADER 


By MYRL R. SCOTT* 


Under the provisions of Section 1031(a) of the 1954 Internal 
Revenue Code, no gain or loss results from the exchange of 
property held for productive use in a trade or business or for 
investment if such property is exchanged solely for property 
of a like kind by one who is neither a dealer nor a broker. 


This exception to the general rule requiring the recognition 
of gain or loss upon the sale or exchange of property has 
caused a certian amount of confusion with respect to what 
kinds of property may be so exchanged. Many persons placed 
a narrow construction upon the meaning of the phrase “solely 
for property of a like kind.” It was believed that this meant 
that a man who had invested in vacant property could only 
exchange it for other vacant property in order to take advan- 
tage of Section 1031 (a). 


However, regulations have been recently adopted clarifying 
this problem. In Section 1.1031(a)-1 (b) it is specifically pro- 
vided that the phrase “of a like kind” has reference to the 
nature or character of the property and not to its grade or 
quality. It is further provided that the fact that real estate 
is improved or unimproved is not material because improve- 
ments are relative to grade or quality and not to the kind or 
class of the property. Section 1.1031(a) -1, (a) provides that 
business property may be exchanged for investment property 
and vice versa, and Section 1.1031(a) -1 (c) provides that city 
real estate may be exchanged for a ranch or a farm or a lease- 
hold with 30 years or more to run or for improved or unim- 
proved real estate. Thus, many of the perplexing problems 
of trading property under Section 1031(a) have been solved. 


An indirect triangle exchange may be a convenient method 


*Member of the Los Angeles Bar Association and the Committee on Taxation. 
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INSURAN€E COMPANY 








There’s an old saying “if you can’t remove an obstacle, go around 
it.” This adage can be applied to title insurance. Over the years we 
have found that there aren’t many obstacles that cannot be disposed 
of—and even when they cannot, often the risk can be safely under- 
written. 


So, if your client submits a problem involving land, or interest in 
land, that looks impossible to you, we'd like to recommend that you 
discuss it with one of our title specialists before turning it down. 
Often with your help we are able to determine that the obstacle 
can be ignored as a reasonable insurance risk. 


Perhaps after a study of the results of a careful search of the 
records in one of our fully equipped and modern title plants, we 
can point out one or more helpful solutions to your client’s problem. 


Offices in: 
El Centro, Fresno, Hanford, 
Madera, Merced, Modesto, 
Riverside, Sacramento, 
San Bernardino, San Diego, 
San Luis Obispo, Santa Ana, 
Santa Barbara, Stockton, 
Visalia 

Home Office: 


530 West 6th Street 
Los Angeles 14 
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of effecting such an exchange and will qualify under Section 
1031(a) if handled properly. The trader may agree to transfer 
his property to X if X will arrange to have other property 
transferred to him from Y. 


Thus, where property held for productive use in a trade or 
business or for investment has appreciated in value, the taxa- 
tion on the gain thereof may be postponed by exchanging such 
property for property of “like kind” as defined in the Regula- 
tions. However, on such an exchange the basis of the property 
received by the trader is the same as the basis of the property 
transferred. In case the property so transferred is mortgaged 
or if the trader receives cash on the exchange, it will be taxable 
only to the extent of the gain on the property so transferred. 
If both parcels of property to be exchanged are encumbered, 
then the net mortgage reduction constitutes the equivalent 
of cash received. 


AA 











LAWYER WANTED 


Los Angeles Trust Department has opening for lawyer 40 to 55. 
Position: Trust Officer. Duties: Consultation with attorneys and 
their clients, accountants, life underwriters and clients in con- 
junction with client’s attorney. No solicitation. Position will appeal 
to lawyer who prefers institutional advantages over private prac- 
tice. Submit resume and photograph. Present staff apprised of 
this ad. Box 2586, Terminal Annex, Los Angeles 54, California. 
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STOCKS and BONDS 


7 





ACORN 








“Someone should tell him about 
Title Insurance and Trust Company” 


Instead of one investment, we believe in many sound 
ones. That’s why—when we’re named as trustee under 
your client’s will—a small estate gets the same diver- 
sification benefits as a large estate. 


You see, we maintain and operate a Common Trust 
Fund. Every dollar we put in as trustee is a diversified 
investment. We’d like to give you more details. Just 
call our Estate Planning Division, MAdison 6-2411. 





Southern California’s Oldest Trust Company 


Title Insurance and Trust Company 


433 SOUTH SPRING STREET, LOS ANGELES 54 
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Opinion of Committee on Legal Ethics 


Los Angeles Bar Association 


OPINION NO. 240 
(February 8, 1957) 


IMPROPER ADVERTISING AND SOLICITATION. Attorney May 
Not Use the Letterhead of a Trade Association When Acting As 
Attorney for a Member of the Association. 


OPPOSING COUNSEL. Attorney May Not Refuse To Recognize 
Professional Employment of Opposing Counsel Even Though He 
Commits a Breach of Ethics. 


The opinion of the Committee has been requested by the attorney 
for a plaintiff in a pending action as to (1) the ethical propriety 
of the acts of an attorney for a trade association and (2) the duty 
of plaintiff's counsel, under the following circumstances : 


An action to collect a disputed account was filed against 
a customer of the plaintiff. The defendant’s attorney there- 
upon directed a letter to the plaintiff's attorney, which letter 
is on the letterhead of a trade association of which the de- 
fendant is a member. The letterhead lists the names of the 
general officers of the trade association and identifies de- 
fendant’s counsel as “Legal Counsel” for the association. 
Defendant’s counsel receives a salary from the association 
and has his office at a different address than that of the asso- 
ciation. It is not known whether defendant’s counsel is mak- 
ing a separate charge to the defendant for his legal services. 


A. In the opinion of the Committee the conduct of defendant’s 
counsel is improper. 


First: Both Canon 27 of the Canons of Professional Ethics and 
Rule 2 of the California Rules of Professional Conduct set forth 
the well-known principle that it is unprofessional to solicit pro- 
fessional employment by advertising. This Committee has pre- 
viously declared, and now reaffirms, that the use of a letterhead 
of the kind involved here in matters not directly involving the 
trade association constitutes a violation of Canon 27, as well as 
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of Rule 2 (Opinion No. 185, November 21, 1951). Earlier opinions 
of this Committee have indicated that it is generally improper, 
absent facts not present here, for an attorney even to permit his 
name and identification as counsel for an association to be used 
on its letterhead which is distributed to the membership of the 
association. (Opinion No. 173, June 14, 1950; Opinion No. 43, 
October 6, 1927) 

Second; Canon 35 permits the employment of an attorney by a 
trade association “to render legal services on any matter in which 
the organization as an entity is interested, but this employment 
should not include the rendering of legal services to the members 
of such an organization in respect to their individual affairs.” If, 
therefore, the salary of the attorney for the trade association in- 
cludes compensation for rendering legal services to the members 
of the association, Canon 35 clearly has been violated (Opinion 
98, A. B. A. Committee on Professional Ethics and Grievances, 
August 29, 1933). Drinker, in his authoritative treatise on Legal 
Ethics, states the matter in this language : 

“Where ... the . . . association . . . employs and pays 
the lawyer to advise and represent its . . . members in respect 
to their individual affairs, the prohibition of the Canon is 
directly applicable, even though the lawyer’s relation is direct, 
although there is no conflict of interest between the client 
and the organization, and even though the reason and occa- 
sion for the service is the bona fide interest of the organiza- 
tion to see that it is performed.” (Drinker, Legal Ethics 
(1953), pp. 162-163) 

Third: Under Canon 47 and Rule 3 of the California Rules of 
Professional Conduct a lawyer may not ethically permit his pro- 
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fessional services or his name to be used in aid of or to make 
possible the unauthorized practice of law by any lay agency. If 
the trade association, as one of its services to its members, acts 
for any member in the defense of a claim such as that here in- 
volved, it is apparent that the association would be engaging in 
the unauthorized practice of law and that the attorney would be 
improperly aiding such unauthorized practice. This Committee 
has so held on many occasions (Opinion No. 16, December 6, 
1922; Opinion No. 137, February 18, 1941; Opinion No. 185, 
November 21, 1951; Opinion No. 236, July 12, 1956). Opinions 
of the Committee on Professional Ethics and Grievances of the 
American Bar Association are to the same effect (Opinion 31, 
March 2, 1931; Opinion 41, September 17, 1931; Opinion 56, 
December 14, 1931). 


B. Plaintiff's counsel should not refuse to recognize the profes- 
sional employment of defendant’s counsel. 


It has been suggested by plaintiff's counsel, in his letter to this 
Committee that he believes he should refuse to have any profes- 
sional dealings with defendant’s counsel if the latter is acting in 
breach of professional ethics. In the opinion of the Committee, 
plaintiff's counsel may not properly take that course. 


No single, all-embracive or hard and fast rule can be enunciated 
with respect to the duty of an ethical lawyer when opposed by an 
attorney who is violating professional ethics. Where the breach of 
ethics is so flagrant as to be criminal in nature, a report to the 
appropriate law enforcement agencies of the commission of a 
crime should be made (Canon 29). And if the breach of ethics is 
of the kind where the client of the honorable attorney would suffer 
manifest prejudice if the unethical attorney should continue in the 
case, it is proper to petition a court for removal from the case of 
the unethical attorney. Indicative of a situation of this sort is where 
the unethical attorney has formerly represented the adverse party 
and has, or may have, come into the possession of confidential in- 
formation harmful to his former client’s position (Wutchumna 
Water Co. v. Bailey, 216 Cal. 564; Blackman v. Kaye-Halbert 
Corp..(1,. A. Superior Court-1954), 5 Los Angeles Daily Journal 
Reports, p. 355). 


Where, however, as in this case, the breach of ethics is neither 
criminal nor detrimental to the legal position of the ethical attor- 
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ney’s client, the latter attorney may not do more than to advise 
the State Bar of the breach in question. In view of the compre- 
hensive statutory procedures that exist for the determination, be- 
fore impartial tribunals and after full hearing, of the propriety of 
an attorney's conduct (Business and Professions Code, Sec. 6043 
et seq.), and because of the obvious necessity of avoiding ill-will 
and personal conflict between counsel (Drinker, Legal Ethics, pp. 
190-198), an attorney should not refuse to participate in a case 
with opposing counsel of whose practices and acts he does not 
approve or believes to be unethical. In Opinion No. 17 (January 
23, 1930) of the A. B. A. Committee on Professional Ethics and 
Grievances, the following statement was made in this regard: 


“Professional standards in respect to the relations of law- 
yers with each other would be nugatory if they might be dis- 
regarded whenever a lawyer believed that another lawyer’s 
conduct was objectionable. Even though a lawyer is found 
guilty of gross misconduct that fact does not relieve other 
lawyers from their professional obligations in their relations 
with him.” 


This opinion, like all opinions of this Committee, is advisory 
only (By-Laws, Article X, Sec. 3). 


AY 
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By George Harnagel, Jr. 


The following verses appeared in Dicta 
of the Colorado Bar Association, in an 
article by C. Joseph Stetler, Director, Law 
Department, American Medical Society. 
He attributed them to an anonymous 


author. 





George Harnagel, Jr. 


Medical Testimony 


With an erudite profundity, 

And subtle cogitabundity, 

The medical expert testifies in Court : 
Explains with ponderosity 

And keen profound verbosity 

The intricate nature of the plantiff’s tort. 


Discoursing on pathology, 

Anatomy, biology, 

Opines the patient’s orbit suffered thus : 
Contusions of integuments 

With ecchymose embellishments, 

And bloody extravasation forming pus. 


A state of tumerosity 

Producing lacrimosity, 

Abrasion of the cuticle severe, 

All diagnosed externally, 

Although he feared, internally 
Sclerotic inflammation might appear. 


The jury sits confused, amazed, 

By all this pleonasm dazed, 

Unable to conceive a single word, 

All awed, they think with bated breaths 
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The plantiff died a thousand deaths— 
What agony, what pain he had endured. 


Said then the counsel for defense, 

Devoid of garrulous eloquence, 

Would I be correctly quoting you 

To say his eye was black and blue ? 

To this the doctor meekly answered ‘Yes.’ 
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